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The Income Elasticity for Households
according to 2007 Tax Reform: A Panel
Study of Elderly Individuals in Japan
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In developed countries, many studies estimated the income elasticity
of tax using panel data. Meanwhile, few studies can be found in Japan
due to the lack of availably of panel data. We use the \Longitudinal
Survey of Middle-aged and Elderly Persons," which is a large-scale panel
survey conducted by the Ministry of Health, Labour and Welfare (MHLW)
of Japan, and estimate the income elasticity of tax for households that
are close to retiring. We use the di®erence in di®erence method (DID)
and ¯xed e®ect regression with instrumental variable considering the
income tax reform in 2007. We ¯nd that both the elasticity of salary
income and that of taxable income are signi¯cantly negative, which
suggests that the decrease in tax rate reduces the labor supply of elderly
households.
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